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threaten to overwhelm several countries in 
crucial strategic locations. 

Shackley explains patiently that the United 
States has recently been condemned to a Hob- 
son’s choice between impotence and full- 
scale war, precisely because there was no 
intermediary option available to the presi- 
dent. Yet, as he recognizes, no matter how 
effective the organization of counterin- 
surgency forces and techniques, the success 
of such policies will in the end depend upon 
‘those who have, or lack, the will to pursue 
policy goals through techniques that have pre- 
served our interests in diverse areas such 
as Oman, Malaysia, the Philippines, the 
Dominican Republic, Venezuela, Bolivia, 


and Thailand, just to cite a few success 
stories. That will seems to have been rekin- 
dled in the land. Thus, one can conclude that 
in the 1980s we will see the third option be- 
come an integral part of the arrows that are in 
the nation’s quiver of national security op- 
tions. Or should the nation settle for war?” 

Finally, Shackley maintains that no effec- 
tive rebuilding of the American intelligence 
community can be carried out without a major 
restructuring of its organization. This sug- 
gestion, which was one of the themes of some 
of the more outspoken members of the CIA 
transition team following the recent elections, 
is apparently still under consideration in 
Washington. Michael Ledeen 
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Economic Warfare: Costs or Benefits? 


STEVEN E. PLAUT 


O. January 4, 1980, as a response to the 
Soviet invasion of Afghanistan, President 
Carter introduced a program of economic 
sanctions against the Soviet Union. These 
consisted of an embargo on all grain ship- 
ments, except for purchases already under 
contract. This was expected to reduce Soviet 
grain purchases in the United States by 17 
million tons. As an illustration of the incon- 
sistency rampant in Carter administration 
foreign policy, the grain embargo to the 
Soviet Union stood in sharp contrast with the 
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other recent experiment in economic warfare, 
an embargo of exports to Iran of all goods 
except food and medicine. It also represented 
a setback to the detente theory holding that 
liberalized trade would restrain Soviet mis- 
behavior. 

The grain embargo, subsequently extended 
to all agricultural and high-technology goods, 
aroused the fury of special-interest groups 
within the United States hurt by the restric- 
tions, The head of the American Farm Bureau 
Federation said, ‘‘The president took aim at 
the Russians with a double-barreled shotgun, 
but he hit the American farmers instead.’’ 
Politicians, including all of the Republican 
‘*hawks’’ who were campaigning at the time 
in Iowa, jumped into the fray, attacking the 
embargo as ineffective and harmful. The 
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administration attempted to appease farm 
interests by raising price supports, stockpiling 
grain, and promising to subsidize gasohol. 

Britain followed the American lead and 
suspended licensing of high-technology ex- 
ports to the Soviets, while Italy withdrew an 
offer of $1 billion worth of subsidized trade 
credits. A number of Western countries 
joined the United States in applying economic 
sanctions to Iran following the ruling against 
Iran by the World Court. On the other hand, 
Argentina and other countries increased grain 
sales to the Soviets, offsetting the U.S. em- 
bargo. 

The sanctions against the Soviet Union and 
Iran raised a number of perplexing questions. 
Do trade sanctions work? Are they worth the 
price that must be paid to apply them? When 
should they be used? Should they cover a few 
commodities or should they be universal? 
And what should neutral powers do who don’t 
want to get involved? 

Economic warfare has been used through- 
out history, often—but not exclusively—as a 
supplement to military conflict. Carl von 
Clausewitz observed that war was the con- 
tinuation of policy. Economic sanctions rep- 
resent that formula in reverse: policy may act 
as a continuation of warfare. From earliest 
times, cities and countries could be brought to 
their knees through a blockade or siege that 
would halt all external trade. In more recent 
times, this technique was used by and against 
Napoleon, and in the U.S. Civil War by the 
Union against the Confederacy. Allied naval 
blockades were important factors in both 
world wars. With the development of air 
power, an enemy’s economy also became an 
important—if elusive—military target. Fac- 
tories for producing military equipment have 
strategic importance. But so do more remote 
economic units, and these have also been 
military targets. During World War II, the 
Allies went to considerable trouble and ex- 
pense to destroy German ball-bearing plants, 
including the large factory at Schweinfurt. 
The theory behind this was that ultimately, 
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the German war machine and economy would 
collapse if bearings were not available. The 
experiment failed. The bearing industry was 
never fully destroyed, and neutral Sweden 
continued to export bearings to Germany. 
Whether the outcome of a war could be de- 
cided by selective destruction of one sector of 
the enemy’s economy became academic after 
the German military defeat. 

It is hard to say how important economic 
warfare is. As a single weapon in an all-out 
confrontation, it is probably never decisive; 
but then neither is any other single weapon, 
even aerial bombardment. Nevertheless, it 
has been common to use some forms of eco- 
nomic warfare in international conflicts, 
sometimes in order to avoid military con- 
frontation. In 1975, for example, more than 
80 countries maintained a complete trade em- 
bargo of at least one other country. Even 
excluding the embargo of Rhodesia, the num- 
ber was still around 60. Highly restrictive 
export and import licensing for political pur- 
poses was even more common. 


There is considerable debate over whether 
economic sanctions ‘‘work.’’ In one sense, 
they probably do not: there have been few 
cases where sanctions alone were injurious 
enough to prevent a country from pursuing a 
course it was determined to follow. Perhaps 
the best example is the set of sanctions levied 
on Mussolini’s Italy by the League of Na- 
tions. These forbade trade with Italy in some 
commodities, while permitting trade in oth- 
ers—including oil and coal. But even these 
restrictions were ignored by both Hitler and 
Stalin, who made up much of Italy’s lost 
trade. The ineffectiveness of the sanctions 
against Italy considerably damaged the cred- 
ibility of the League. The sanctions declared 
against Japan in September 1938 were never 
even enforced. 

Economic sanctions have not always been 
more effective when they were applied to all 
trade with a country, as compared with a 
boycott of a single product or set of products. 
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The Arab states have had a complete embargo 
of trade with Israel since before the country 
was created. They have also attempted to 
strong-arm firms in other countries into boy- 
cotting Israel. Despite all of that, the Arab 
boycott has not achieved its goal: not only 
does Israel still exist, but it has enjoyed a 
growth rate virtually without precedent. On 
the other hand, the boycott of a single com- 
modity can have serious effects. Between 
1960 and 1971, the boycott of Cuba, which 
was primarily directed at sugar exports, 
helped produce an average annual growth rate 
in gross national product (GNP) of only 1.2%; 
the Cuban population was growing at a rate 
almost twice that. The unilateral boycott of 
Ugandan coffee by the United States probably 
contributed significantly to the toppling of Idi 
Amin. A Congressional Research Service re- 
port that documents the impact of the boycott 
posits that it was probably the major factor 
motivating Amin’s ill-fated attack on Tan- 
zania in October 1978, and thus caused his 
subsequent defeat and flight to Libya. 

If economic sanctions are generally not 
crippling, neither are they innocuous. Sanc- 
tions may reduce the price a country receives 
for its exports or may increase the price a 
country must pay for its imports. Real in- 
comes then fall. At the very least, added 
transportation costs must be borne when 
trading with more distant markets. The sanc- 
tioned country will be forced to attempt to 
find substitutes for the embargoed com- 
modities, either in other countries or within its 
home market. The more difficult it is to find 
substitutes, the more damaging are the sanc- 
tions. 

On the other side of the fence, any country 
applying sanctions also bears costs. It should 
be clear that economic warfare is a ‘‘nega- 
tive-sum game’’ where both sides pay a price. 
The country applying sanctions must accept 
the costs to itself as necessary in order to 
inflict damage on the other side. As was the 
case above, the people in the country applying 
the sanctions bear a higher cost, as it is harder 


to find substitutes for the products they are no 
longer buying from the sanctioned country or 
alternative markets for the goods they are no 
longer selling to it. Even the Arab countries 
have occasionally put self-interest before 
Judeophobia, and have purchased some Is- 
raeli goods—including medical equip- 
ment—when ready substitutes were not avail- 
able. 

Economic sanctions tend to affect different 
interest groups differently in both countries. 
Indeed some groups benefit from sanctions, 
namely those who ordinarily compete against 
imports from the other country involved in the 
conflict. The American silk and synthetics 
industries got a boost from the sanctions 
against Japan in the 1930s. Some groups tend 
to be hurt particularly badly. The sanctions 
against Rhodesia damaged the tobacco sector 
there far more so than any other sector. Since 
tobacco had been the major employer of 
Rhodesian blacks, they were the principal 
victims of the sanctions; real African farm 
incomes fell 16% between 1963 and 1971, 
while the white-black wage gap increased by 
40% between 1965 and 1972. (This fact 
seems to have escaped advocates of American 
‘‘divestment’® from the South African econ- 
omy.) American farmers were not the first 
special-interest group to use its clout against 
adoption of sanctions by its government. 
During the Crimean War, the Russians were 
permitted to float bonds in London to finance 
their war against Britain, doubtless due to 
political pressure from bankers. 

Economic warfare can take two forms: 
either it can attempt to prevent the sanctioned 
country from trading at prices prevailing in 
the rest of the world, or it can attempt to 
change world prices to the detriment of the 
target country. Each form involves a number 
of difficulties. 

The first type of economic warfare would 
include boycotts or embargoes as well as dis- 
criminatory tariffs or restrictive licensing of 
trade. The major problem with these is that 
they open up the possibility of making large 
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profits from exploiting the price differential 
that will result, and they are therefore hard to 
enforce. If the price of a product in the 
sanctioned country rises above the price pre- 
vailing elsewhere due to the sanctions, people 
can make money by evading the sanc- 
tions—through smuggling or transshipping 
from third countries. Likewise, if the domes- 
tic prices of goods exported from the 
sanctioned country fall, profits can be made 
by disguising the origin of the goods and 
selling them elsewhere at the higher world 
prices. Despite near universal endorsement of 
sanctions against Rhodesia, that country en- 
joyed a trade surplus for most of the years 
after 1965; and by 1972, Rhodesian trade 
exceeded its levels before sanctions. The 
Arab Oil ‘‘embargo’’ of America and the 
Netherlands in 1973-74 could not have possi- 
bly “‘worked’’ because once the price of 
crude in these countries rose above prices 
elsewhere, arbitrage would have taken place. 
Petroleum would have been brought in from 
other countries and sold in the United States. 
Arbitrage will generally be easier, the more 
homogeneous a product is and the more 
places in the world it is marketed. Con- 
sequently, an embargo of, say, high-technol- 
ogy equipment, computers, or aircraft by the 
United States would be much more effective 
than an embargo of soybeans. 


The second form of economic warfare in- 
volves an artificial change in world prices in 
order to hurt the target country. In this case, 


the country is not prevented from trading with © 


the rest of the world, but rather the benefit it 
receives from trading is diminished. This can 
be done through dumping of goods usually 
exported by the target country in order to 
drive their prices down, or through preclusive 
buying of products usually imported by the 
target country in order to drive their prices 
up. John Maynard Keynes was an advocate of 
this type of economic warfare during World 
War II. The allies did purchase large quan- 
tities of Portuguese and Spanish wolfram— 
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used in antitank ammunition and other mili- 
tary hardware—to keep it out of the hands of 
the Germans, and also as an attempt to entice 
the selling countries into a more neutral posi- 
tion. Preemptive purchases of several 
goods—particularly chrome—were made 
from Turkey. During World War I, the British 
bought up Balkan grain to prevent the Axis 
countries from getting it. 

This second form of economic warfare 
does not have the enforcement problem of the 
first. In order to make it work, the countries 
applying the sanctions must possess enough 
market power to be able to alter world prices. 
The problem with this procedure is that it 
hurts not only the target-country, but all other 
countries importing the commodities whose 
prices are driven up. In the case of the OPEC 
price hike (to the extent that this had any 
political motivation behind it), this was not a 
concern. OPEC was indifferent to the plight 
of the less developed oil importers hit hardest 
by the oil-price increase. If the United States 
had responded by indexing grain prices to 
crude, as some advocated, this would have 
hurt all other grain importers more than the 
oil-producing states. 

Countries who wisfi to maintain neutrality 
in economic warfare are always in a delicate 
position. Embargoed countries are often able 
to reroute their trade through neutrals, to the 
chagrin of the countries initiating the sanc- 
tions. If the sanctions alter world prices, 
neutrals with export and import baskets that 
resemble those of the sanctioned country will 
be injured, while those with opposite trade 
patterns will benefit. In 1952, Aneurin 
Bevan, the leader of the British Labor party, 
complained that the American-led boycott of 
communist bloc trade was hurting Britain 
more than the Soviet Union. The most notori- 
ous example was the ‘“‘Schact Plan’’ of the 
1930s, under which Nazi Germany forced the 
Balkan countries to trade at terms unfavorable 
to themselves—exclusively with the Reich. 
This program was copied in its entirety by the 
Soviet Union after the Second World War. 
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Large-scale Western economic warfare 
against the Soviet bloc began in the late 
1940s, particularly after the Russian-backed 
coup in Czechoslovakia and Soviet moves 
against Finland. Economic warfare played an 
important role in the theory of ‘‘contain- 
ment’’ as espoused by George Kennan. A 
number of other people recalled the United 
States exports of steel to Japan could have 
contributed to Japanese military adventurism, 
and a posteriori demanded an end to trade 
with the communist countries. 

Starting in 1947, the United States took a 
number of measures to restrict East-West 
trade. The Export Control Act of 1949 and 
the Mutual Defense Assistance Act of 1951 
(known as the Battle Act) restricted all sales to 
communist countries of ‘‘strategic goods,”’ 
defined as anything that ‘‘would contribute 
significantly to Soviet war potential.’ The 
Battle Act required that any nation receiving 
United States aid cooperate with the embargo. 

‘*Strategic goods’’ is an economically 
meaningless concept, since all trade with the 
Soviets would free up resources that could be 
transferred to the military. Throughout the 
Cold War, there was tension between Europe 
and America over what goods should be con- 
sidered to be ‘‘strategic’’—with the United 
States preferring a broader interpretation that 
included consumer goods. By 1950, virtually 
all United States-Soviet trade had ended, and 
European-Soviet trade had fallen by half. 
Under President Eisenhower, a number of 
people—including Bernard Baruch—urged 
adoption of a policy of preclusive buying to 
damage the Soviets further, although this was 
never done. 

At the same time, the United States began a 
program of stockpiling materials deemed to 
be strategically important. By 1978, the 
stockpiles, maintained by the Federal Pre- 
paredness Agency, were valued at more than 
$10 billion. No clear rationale seems to have 
been used to compose the lists of ‘‘strategic 
materials’’ to be stockpiled. These consisted 
primarily of metals, but currently include 
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such curious items as talc, castor oil, chestnut 
tannin extract, and rare earths. While not 
currently stockpiled, there are inventory goals 
for shellac, feathers, and down. Some cynics 
believe that the stockpile program is aimed 
less at defense than at boosting the incomes of 
domestic producers of stockpiled com- 
modities. During the Korean War, the Paley 
Commission studied what would happen if 
the United States were to be cut off from trade 
with Southeast Asia and its raw materials; the 
study concluded that it would not present a 
serious problem. Yet all of this does not mean 
that America is invulnerable to economic 
warfare. The United States and other Western 
countries have gone to unprecedented lengths 
to alter their foreign and domestic policies so 
as not to risk the displeasure of the OPEC 
countries. Milton Friedman has wamed of a 
possible threat that could come from an en- 
tente between South Africa and the Soviet 
Union or, by corollary, from communist con- 
trol of southem Africa and its resources. 


Ate: the early 1950s, East-West trade 
again developed, and blossomed during the 
period of ‘‘detente.’’ It was Henry Kis- 
singer’s view that trade could be used as a 
carrot to extract political concessions from the 
Soviets. The problem was that the bear got his 
carrot before any concessions were made. In 
the words of one commentator, the Russians 
never pay for services that have already been 
rendered. It has become apparent that the 
power of the carrot is negligible unless the 
Soviets are convinced that America has the 
will and capability of removing it when un- 
eamed. 

As the United States reverses course from 
‘*detente,’’ East-West trade is once again a 
matter of great controversy. In following the 
debate, one important fact should not be 
overlooked: the Soviet Union may be among 
the countries most vulnerable to economic 
warfare. The reason is not that it lacks natural 
resources and raw materials; it obviously does 
not. Rather, its vulnerability stems from the 
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rigidity and inefficiency of its centrally con- 
trolled economy. It was noted above that the 
extent to which sanctions inflict harm de- 
pends on the ease and speed with which sub- 
stitution takes place. Even under the best of 
circumstances, the Soviet economy adjusts 
poorly and awkwardly to the smallest distur- 
bances. If a market economy were denied 
access to a product or market because of 
sanctions, prices would immediately read- 
just, causing resources to be shifted into sec- 
tors where substitutes would be produced. 
Market prices communicate conditions of 
scarcity, including scarcity caused artificially 
by sanctions. In the Soviet Union, sanctions 
would ‘cause shortages to immediately de- 
velop and metastasize throughout the econ- 
omy. Years would pass before the GOSPLAN 
bureaucrats would reallocate resources, and 
even then the adjustment would be performed 
in a mediocre manner and shortages would 
persist. 

Such shortages were in fact observed after 
the recent United States grain embargo, 
which was really only a mild disturbance, 
since most of the lost grain was obtained by 
the Soviets from other exporters. Neverthe- 
less, Soviet shortages of food—especially 
dairy products—were unusually severe and 
omnipresent, due to the killing off of stock 
because of a shortage of feed. The food short- 
ages were the cause of unprecedented labor 
unrest within the Soviet Union, including 
walkouts at the automobile plants at Togliatti 
and Gorki. 

There were reports of work stoppages at the 
Ural tractor factory at Chelyabinsk and the 
Kama River truck plant at Naberezhniye 
Chelny. The series of strikes and unrest in 
Poland that has occurred in recent months was 
sparked by food shortages. A more com- 
prehensive set of sanctions would have 
caused a much more severe set of disruptions 
throughout the communist bloc. 

The Soviet Union depends upon the West 
to make up its chronic shortages and deficien- 
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cies, the unavoidable plagues of all centrally 
planned economies. Imports from the West 
act as an escape valve that enable the un- 
wieldy Soviet machine to muddle along. 
Moreover, the Soviet technological back- 
wardness can only be cured through Westem 
contributions. But there is no evidence that 
Soviet ambitions have been altered by West- 
em indulgences. To the contrary, the Soviet 
view of East-West trade seems to be strictly in 
line with Lenin’s maxim that ‘‘When we 
come to hang the capitalists, they themselves 
will sell us the rope.”” 

Those who object to the use of economic 
sanctions against the Soviets have argued that 
Soviet military potential remains unaffected 
by Western actions. The Russians simply 
move resources into the military sector from 
the civilian sector, and only the latter would 
contract. This however is precisely why 
sanctions could be quite effective. Karl Marx 
believed that insurrections would never take 
place in the poorest of countries, but only in 
those societies that had experienced a period 
of moderate growth that was suddenly re- 
versed and where living standards fell. Sucha 
fall would take place in the Soviet Union if 
East-West trade were to collapse. It would be 
particularly worrisome for the Russians be- 
cause of the possibility of unrest in the satel- 
lites and the non-Russian areas within the 
U.S.S.R. In the past, the Soviets have per- 
mitted relatively high standards of living in 
some of these areas precisely for the purpose 
of preventing such unrest. The fall in Soviet 
living standards would occur after a genera- 
tion of moderate economic growth and . 
achievement of unprecedented affluence (by 
Soviet standards). This means that economic 
sanctions would today have a quite dramatic 
effect, unlike the period of the Cold War, 
when Russia was still recovering from the 
devastation of the Second World War. A re- 
introduction of economic warfare against the 
Soviet Union would test whether one theory 
of Marx could be correct. 


